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PHILIPPINES: KEY ECONOMIC INDICATORS 


All values in US$ million 

Exchange Rates (Average for periods covered): 

1975: USS$1.00 = ~7.2746 

1976: uS$1.00 - ¥7.4466 Percent 


1977: US$1.00 = %7.4000 1975 1976 1977 Change d/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices c/ 15723.6 r/ 17734.5 p/ 20709.9 a/ 1 


GNP at 1972 prices c/ 9424.7 r/ 9826.2 p/ 10490.3 a/ 
Per capita GNP, current prices c/ $369.8 r/ 409.0 p/ 462.6 a/ 
Fixed Capital formation on durable 
equipment, current prices c/ 2211.3 r/ 2187.8 p/ 2397.7 a/ 
Personal income, current prices c/ 10470.0 r/ 11576.4 p/ 13291.2 a/ 
Indices: (1972=100) 
Mining 114.7 114.2 n. a. 
Manufacturing A243 116.5 120.4 i/ 
Average Labor Productivity f/ 185.0 201.2 a 2 
Average Industrial Wage 119.9 125.3 134.2 
Labor Force (000 workers) 15161 16244 n. a. 
Average unemployment rate (%) 3.6 5.0 a. 6. 
MONEY AND PRICES 
Money Supply c/ 1416.9 1621.5 2018.7 
Interest rate (%) g/ 20.8 19.8 
Indices: Manila (1972=100) 
Wholesale prices 198.0 242.3 230.4 
Consumer prices 164.6 174.8 188.6 
BALANCE OF PAYMENTS 
Central Bank Gross Reserves 1360.7 1641.7 1525.1 
External public debt h/ 2233.7 3137.1 3540.9 
Annual debt service burden 423.0 474.0 753.0 
Annual debt service ratio (%) 12.1 15.4 16.9 
Balance of Payments -520.8 -163.7 164.0 
Balance of Trade -1164.7 -1059.8 -763.9 
Exports, f.o.b. 2294.5 2573.7 3150.9 
U.S. share 654.8 915.3 1102.9 
Imports, f.o.b. 3459.2 3633.5 3914.8 
U.S. share 753.6 801.3 798.5 
Main imports from US (1977):Materials imported on consignment basis for manufacture 
$114.9M;Non-electrical machinery $84.6M;Wheat and corn $62.2M;Tobacco $32.2M; Cotton 
$27.7M;Motor vehicle parts & accessories $23.4M;Hydrocarbons,carboxylic acids, and 
derivatives $20.9M;Electrical machinery $20.9M;Internal combustion piston engines & 
arts $20.3M;Miscellaneous chemical products, $15.7M;Paper and paperboard $12.4M. 
a] Advanced estimates. r/ Revised. p/ Preliminary. 
c/ Peso values converted to dollars using average exchange rate for the period. 
d/ Percentage changes for data originally available in pesos were calculated using 
peso values. 
e/ Change computed at constant 1972 prices. g/ 90-day prime lending rage. 
£/ Net value added per employed person in manufacturing. 
i/ Data available up to September 1977 only. h/ Outstanding as of year-end. 
Data Sources: Central Bank, National Census and Statistics Office, National 
Economic and Development Authority, Department of Labor. 





Summary: 


The Philippine econcmy grew by 6.1% in 1977, compared to 6.7% in 
1976. The manufacturing sector, stimulated by export-criented 
Sutpur growth, and the mining and quarrying sector, led the mod- 
erate growth for the year. Grewth in agriculture and construc- 
tion siackened, and domestic investment slowed. The Philippines 
recorded its first balance cf payments surplus in three years at 
$16- million, due to a4 reduced current ascount deficit and favor- 
abie capital inflows. Expcrts grew by 22.2% while imports grew 
cnly 7.7%, and actually declined in real terms. 


Prospects for 1978 in the export front do not indicate sustained 
growth in overall perfcrmance, While coconut products and manu- 
factured exports will remain strong, declines and stagnant growth 
for other products, coupled with an accelerated import growth re- 
quired to support the GOP target of 7% GNP growth for 1978, could 
probably result in « continued trade deficit approximately or ex- 
ceeding that of 1977, 


On the policy front, the GOP activated the Philippine Sugar Conm- 
mission to raticnalize the distressed sugar industry. Hotels were 
granted deb* +t=liief on loans with government financial institu- 
tions, while a new foreign borrowing scheme was instituted whereby 
the Central Bank will arrange consolidated lcans for government 
agencies and corporations. The GOP promulgated a five-year de- 
velopment plan which empnasized regional development. Money 
supply expanded by 24%, while the inflation rate was slightly 
above last year's level at 7.9%. 


CURRENT ECONOMIC SITUATIONS AND TRENDS 


Continued Moderate Growth 


The Philippine economy posted a real growth rate of 6.1% in 1977, 
slightly below the 1976 performance of 6.7% (revised from an ear- 
lier 1976 estimate of 6.3%). 


The leading sectors were manufacturing, which grew by 7.5% (5.7% 
in 1976), and mining and quarrying, up by 11.3% (3.2% in 1976). 
Manufacturing growth was concentrated in wood and cork products, 
which grew by 28%, and beverage, chemicals, basic metal indus- 
tries and metal products, which posted real growth rates in the 
18-19% range. Declines of less than 10% were observed in rubber 
products, petroleum and coal and miscellaneous manufactures. 





Growth in the mining sector was headed by a sharp increase 
in nickel production which reflected the opening of mines 
by two new nickel producers, and continued growth in 
copper production despite low prices owing to opening of a 
major new mining project plus general production increases 
in some existing mines. Gold, chromium, and manganese also 
showed production growths. 


Agricultural growth slowed slightly, from 7.9% in 1976 to 
4.9%, due to declines in the growth of the forestry sub- 
sector (which grew by only 4%, compared to 26% in 1976) and 
significantly lowered production of sugar cane and coconut 
products. Major output gains were recorded in palay and 
corn, which enabled the GOP to export rice for the first 
time -- about 40,000 metric tons to Indonesia and Malaysia. 
Slight gains in livestock and fishery, coupled with the 
doubling of banana output growth (from 10% to 23% in 1977), 
helped offset the declines in some of the major products. 


Construction growth continued to slacken with growth of 62, 
compared to 28% in the previous year. Growth derived pri- 
marily from continued work on government projects, as pri- 


vate and residential construction fell off sharply. 


Investment activity slowed down, as gross domestic capital 
formation grew by only 3.6% in 1977, compared to 6% in the 
previous year. Growth in expenditures on durable equipment 
as 


Ww only 1%, reflecting the continuing effects of the ex- 


b 
2ss capacity developed during the investment boom of 1974- 


Employment growth, as measured by the Central Bank employ- 
ment index, paralleled the moderate output growth with a 4% 
gain. With the upgrading of government salaries and a 10% 
salary adjustment for most skilled employees in May, real 
wages of skilled laborers managed a 3% increase for the year, 
but those of unskilled laborers declined by 22%. 


The annual inflation rate (as measured by the consumer price 
index for Metro Manila) accelerated slightly to 7.9%, above 
the GOP target of 7%. The rate for the country as a whole 
was higher, at 9.9%. Food items taken off the price control 
list at the beginning of the year posted above-average in- 
creases, although total food inflation was only 7.5%, helped 
by increased production of agricultural products. Non-food 
items which exhibited large price increases were services 
(20.7%), construction materials (12%), and wearing apparel 
(i1.82Z). 





Current Account Deficit Down; Balance of Payments Surplus 


The Philippine balance of payments took a favorable turn for 
the year as a minimal growth in imports, accelerated exports, 
reduced non-merchandise trade deficit and sustained positive 
balances in the transfers and net non-monetary capital ac- 
counts contributed to an overall payments surplus of $164 
million, a sharp turnaround from last year's deficit of $161 
million. 


The value of Philippine exports in 1977 accelerated to a 
22.2% increase from the previous year's 11%, and for the 
first time hit the $3 billion mark. The bulk of the export 
growth was accounted for by export volume increases (of 
20.6%), as overall export prices improved by only 1.5%. 
Among the leading exports were coconut products, which grew 
by about 41%, as this commodity group enjoyed an average 
price increase of 70%, though prices were still below the 
peak levels achieved in 1974. Coconut products accounted 
for slightly over one-third of the total increase in exports 
for 1977. Despite the continued price slump in the world 
market and domestic production cutbacks, exports of centri- 
fugal and refined sugar grew by 17.3%, with export volume 
reaching record levels at 2.5 million tons, mostly drawn from 
existing inventories. The U.S. share of Philippine sugar 
exports went down from 66% in 1976 to 54%, while the Soviet 
Union took 18.5%. 


Exports of mineral products gained by 20.7%, even as the ex- 
port value of copper concentrates, which account for about 
one-half of mineral exports, suffered from soft prices and 
declined by .7%. This was more than offset by the combined 
53% growth in exports of nickel, chromite, gotd and other 
mineral products. 


Forest product exports, reflecting decreased production, 
registered a 2% decline in earnings, as plywood exports went 
down by 6%. Lumber and log exports declined, although prices 
for both products picked up by 25-30% in the second half of 
the year. Improvements were recorded in canned pineapple 
and by products (22%) and clothing and textiles (37%), while 
impressive gains were made in chemicals (95%) and marine 
products (54%). Banana exports declined by 4.2% despite in- 
roads made in new markets such as Iran, New Zealand, and the 
Middle East. Non-traditional manufactured exports posted a 
healthy 31% growth at $715 million, while the unmanufactured 
exports (excluding banana and nickel), grew by 67.5%. 





Import payments, on the other hand, grew at a rather low 
rate of only 7.7%, and even declined m real terms by 1.5%, 
leading to a reduction of the trade deficit by $278 million 
to $839 million for the year. The low import growth was 
accompanied by sluggish domestic investment activity. A 
50% reduction in the net non-merchandise trade deficit 

(due mainly to gains in receipts from tourism and exports 
of services) to $131 million, and a surplus of $261 

million on transfer payments reduced the current account 
deficit to $708.9 million. 


The level of net non-monetary capital inflows declined 

by 7.7% to $873 million, due mainly to a reduction of 

net inflows of long-term loans from $1.04 billion in 1976 
to $743 million in 1977. Net direct investments also de- 
clined by 4% (due to reduced inflows). This was, however, 
partly offset by a sharp upturn in the net short-term 
capital account, which registered a $158 million net in- 
flow, compared to the previous year's net outflow of 

$96 million. 


The resulting BOP surplus supported heavy net repayments 
of Central Bank short-term loans ($443 million), compared 
to the previous year's net compensatory borrowings of 

$227 million. These repayments were accomplished partly 


by a drawdown on CB gross reserves, which declined dur- 
ing the year by 7% or $117 million and stood at $1,552 
million at the end of the year. Total outstanding exter- 
nal debt increased by 17.2% over the previous year and 
stood at $6,466 million by year end, with the public and 
private sectors having more or less equal shares. Embassy 
estimates the debt service ratio for the year at 16.9%. 


The peso, partly due to the BOP surplus and partly due to 
the general decline in the value of the dollar, continued 





to post improvement in its value as it averaged ~7.40 to the 
U.S. dollar during the year. It stood at ~7.37 by the year's 
end, compared to ~7.43 at the end of the previous year and 
~7.398 at the end of the first semester. 


The Policy Environment 


Government activity continued to be a dominant feature of the 
economy, as evidenced by the increase in the share of govern- 
ment expenditures to GNP from 14.4% in 1976 to 15.1% last 
year. Actual national government revenues, however, were 9% 
short of mid-year estimates, mainly due to a decline in pro- 
ceeds from import duties caused by the low import growth and 
the increasing proportion of tax-exempt imports. The 10% 
shortfall in revenues expected to be collected from the new 
tax measures enacted last year, plus the need to finance the 
adjustments in the salaries of government employees, required 
a corresponding reduction of capital expenditures. Outlays 
for infrastructure, expected to double last year, actually 
grew by only 5%, compared to 22% in the previous year. Infra- 
structure expenditures accounted for 25% of the increase in 
capital expenditures, down from 50% in the previous year. 


The cash deficit, which grew by 25% to ~2.8 billion ($379 
million), was financed by increased domestic and foreign 
borrowings, with the bulk of the external funds generated by 
foreign-currency bond floats in Kuwait, Bahrain and Japan. 


Increased domestic borrowings of the government, on the other 
hand, accounted for one-fourth of the expansion in narrow 
money supply (Ml), which grew by 24% to ~14.9 billion ($2,018 
million) by end-1977, substantially above the 15% GNP bench- 
mark. Broad money supply or domestic liquidity expanded by 
about 25% to ¥70.9 billion ($9.6 billion), as the decelera- 
tion in the growth of deposit substitutes was more than offt- 
set by the combined 30% growth in savings and time deposits 


In an effort to rationalize the distressed sugar industry, the 
GOP activated the Philippine Sugar Commission (Philsucom) 
which took over all the activities from the Philippine Ex- 
change (Philex) and will establish and carry out policies 

to govern the sugar industry. Since the sharp turndown in 
sugar prices starting in late 1975, the GOP has financed 

large stocks of inventories and declared a policy of reduced 
domestic production of the commodity. The GOP is a signa- 
tory of the International Sugar Agreement negotiated in 

1977. 





The hotel industry, which suffered low occupancy rates, was 
granted relief on debt obligations when the GOP agreed to 
restructure hotel loans with government financial institu- 
tions. In a major development in the transport sector, the 
government took over the ownership and management of the 
country's major airline, Philippine Air Lines. Moves were 
taken to organize a "single voice” organizaticn to represent 
the private sector in dialogues with the government leading 
to the merger of the Chamber of Commerce of the Philippines 
and the Philippine Chamber of Industries. 


A major development in the external credit picture took 
place as the GOP adopted in early 1978 a new foreign borrow- 
ing scheme, whereby the Central Bank (CB) will arrange 
consolidated loans for government agencies, government cor- 
porations and those with substantial government equity. To 
take advantage of the high liquidity in the international 
financial markets, the CB lowered the permissible interest 
rates on foreign loans. The CB is also reportedly engaged 
in renegotiation of existing loans. 


The GOP last year approved the five-year development plan 
for the period 1978-1982 in the context of a ten-year plan 
up to 1987 and long-term plan to the year 2000. Among the 
major goals cf the plan are acceleraticn of the GNP growth 
rate from 7% to 8%; expansion of more productive employment 
opportunities; greater self-sufficiency in food and energy; 
reduction of income inequality; strengthening of the balance 
of payments; accelerated domestic resource mobilization to 
lessen dependence on external financing; and increased de- 
velopment in the rural areas. The five-year plan is the most 
comprehensive fixed-term plan ever adopted by the GOP. 


A major policy focus elaborated in the plan is the strategy 

of increasing the share of gross domestic production of the 
regions outside Metro Manila through the dispersal of in- 
dustries. The concept of regional development has been em- 
bodied in the countryside development theme of the 1978 budget. 


Outlook for 1978 


The GOP has projected a 7% real growth rate for 1978. The 
World Bank expects both exports and government expenditures 





to give stimulus to the economy. It projects that with in- 
comes once again rising as fast as production due to the 
stabilization of the terms of trade, consumption demand 
should also revive. The resulting increase in manufactur- 
ing output could stimulate a revival of private investment. 
However, one private forecast does not anticipate invest- 
ment activities picking up significantly in 1978 due to re- 
latively low effective capacity utilization rates. 


Acceleration of growth in the construction sector calls 

for continued growth of public works projects offsetting 
the modest private construction demand, but the growth in 
government infrastructure spending has proven to be sensi- 
tive to revenue shortfalls in the past and will depend on 
the success of the government's revenue collection efforts. 


On the export front, expected commodity leaders are coco- 

nut products and manufactured exports. The increase in the 
value of coconut product exports should not be as spectacu- 
lar as in 1977 as the world fats and oil supply recovers. 
Modest increases in production and exports should be offset 
by lower prices causing 1978 export receipts to stabilize at 
the 1977 level. The GOP is presently studying a proposal 

to increase the export tax on copra to encourage further pro- 
cessing to coconut oil and copra meal. 


Earnings from sugar exports could be lower than in 1977 due 
to the reduced export volume (basic export tonnage at 1.4 
million metric tons) permitted under the International 
Sugar Agreement. Thus, although the Philippines have con- 
tracted to deliver 1.55 million tons during 1978, the Phil- 
sucom has conducted negotiations to reduce the amount in 
line with the country's export quota. Prices may pick up 
slowly. 


Prices for logs and lumber picked up late last year, but it 
is not certain whether this will stimulate production. The 
Southeast Asia Lumber Producers’ Association (SEALPA) re- 
cently decided to limit export of logs from the region to 
30 million cubic meters annually, with the Philippine quota 
set at 2.4 million cubic meters for 1978. Improvement will 
have to be derived therefore from processed wood products, 
where the long-term outlook of the world export market is 
bright according to a private report. 
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Prospects for recovery in copper prices, however, remain dim 
in the light of OECD projections that the world economy will 
probably repeat the 1977 pattern of sluggish growth insuffi- 
cient to stimulate investment and will not bring about sig- 
nificant increases in metal prices. Nickel prices are also 
expected to remain lowyand there are recent signs that the 
chrome market may have stabilized for the Philippines. 


An increasingly important factor in the export picture is the 
unizateral freight increases by shipping conferences which 
may become a sericus obstacle to continued international 
competitiveness and long-term growth of Philippine export 
products. GOP response to this problem consisted of pro- 
posals for the organization of an ASEAN-based, controlled 
and oriented shipping line coupled by a complementation 
program on shipbuilding. The World Bank estimates that to 
achieve a 7% real growth in GNP for 1978, imports should 
grow by 14-15% in current terms. This would result in a 
continued trade deficit, possibly higher than that of 1977. 
However, sustained positive balances in the transfer ac- 
counts and high net capital inflows (perhaps $950 million 
in commercial borrowings and $700 to $800 million in offi- 
cial development assistance) will compensate much of the 
current account deficit. The five-year plan projects a 
rough overall balance in external payments, requiring an 
18% growth in exports. 


Oil 
Drilling off the coast of Palawan has yielded promising re- 
sults. GOP officials expect that wells to be developed by 


Cities Service will be in production by late 1979, bringing 
in as much as 10% of the Philippine petroleum needs. 


IMPLICATIONS FOR U. S. BUSINESS 


The Investment Picture 


As a reflection of the sluggish investment activity, new 
local and foreign investment approved by the Board of In- 
vestment (BOI) declined by 45%,from $191 million in 1976 to 
$105 million in 1977. Foreign investors registered $45.7 
million, also down by 45% from the previous year. U.S. in- 
vestors registered 30% of the new approved foreign investment 





while the Japanese had a 20% share. The drop in foreign in- 
vestment applications was traced to substantial cutbacks in 
the agro-based and mining and mineral processing sectors. 


GOP officials blame the decline in investor interest on high 
interest rates, and actions have been taken to lower these 
rates. Businessmen, however, have cited other factors con- 
tributing to the investment slump, notably the slow recov- 
ery of the economies of the major sources of foreign invest- 
ments, lack of business confidence, and the overcapacity in 
certain sectors. A revision of the Philippine Patent Law, 
providing for compulsory licensing and setting maximum 
royalty rates,has met with concern from foreign business- 
men. 


The Philippine Market 


The U.S. share of the Philippine import market in 1977 was 
20.4%, the lowest in a decade. The leading items are ma- 
terials imported on consignment basis for manufacture, which 
constitute a substantial proportion of the value of non-tra- 
ditional manufactured exports of the Philippines, wheat and 
corn, and construction related equipment. The relatively 
low growth of Philippine imports from the U.S. reflects both 
the weak import demand derived from investment activities, 
and the stiff competition from other countries, particularly 
Japan with its 25% share of the import market. 


The depréciation of the U.S. dollar in relation to the yen, 
however, should provide a competitive stimulus for U.S. ex- 
porters to strengthen their position in the Philippine mar- 
ket. We believe the best prospects lie in the following 
areas: pollution control instrumentation and related equip- 
ment, computers and peripheral equipment, telecommunications 
equipment and systems, food processing and packaging equip- 
ment, energy systems and industrial power equipment, scien- 
tific and industrial analytical equipment (laboratory instru- 
ments), health care and medical equipment, heavy duty con- 
struction, and earthmoving and mining equipment. 
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